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ABSTRACT
This study is an examination and assessment of the effectiveness of outsourcing arrangements
currently employed by a sample of multinational organisations operating in Ireland.
Informed by previous research, this study employs field research in the form of interviews
with experienced and successful practitioners in the outsourcing industry.

The study

responds to issues of focus, which include the analysis of benefits of outsourcing programs,
barriers to achieving outsourcing benefits and identification of unexpected or indirect impacts
of outsourcing. This research highlights that from the perspective of operating from a small
open economy, outsourcing is one strategy that organisations are increasingly adopting in
attempting to ensure that they have increasing differentiation to stay ahead of the
competition, to provide more added value for the customer and ultimately have the option to
charge a premium price.
A significant finding of this study reveals the strategic long-term business perspectives of
companies as the primary motivating factor for an organisation to engage in an outsourcing
aiTangement, rather than cost considerations.

The findings from this research identify

knowledge and experience gaps within the organisation, this reflects on their ability to
maximize the full benefits and opportunities from an outsourcing arrangement. In addition,
significant concerns around performance tracking and measurements of outsourcing
programs are also highlighted. The findings of this research identify organisational culture
and communications as playing an extremely important, if often underrated, role in
contributing to successful outsourcing arrangement.

To further the intention, evident in policy circles in particular, of supporting the development
of the limited base of indigenous Irish companies, this research indicates the depth of
experience and knowledge of outsourcing available in Ireland.

This study explores the

significance of an outsourcing arrangement and examines the insights from such practitioner
experience in outsourcing and from further related research, which should play a central role
in supporting the competitiveness and business development of indigenous companies.

IV

CHAPTER 1

INTRODUCTION
As the pace of outsourcing has continued to accelerate, so too has interest in
the topic on the part of researchers, practitioners and policy makers. Despite
this increasing interest, there remains a great deal of uncertainty surrounding
the outsourcing phenomenon, its effect on organisations and nations remain
the subject of intense debate
(Rasheed and Gilley:2005:513)

1.0

Introduction

In an increasingly competitive world and in order to compete in a global economy,
companies are adopting and implementing more innovative strategies and tactics in
order to improve their business model and product offering to the customer. The
competitive landscapes in which they compete encourage companies to review their
internal processes, their product offering, their assets and their resources.
Outsourcing is one strategy that organisations are adopting to ensure that they have
increasing differentiation to stay ahead of the competition, to provide more value for
the customer and ultimately have the option to charge a premium price. A key part of
the outsourcing strategy is to secure an outsource provider who will play an important
role in delivering the financial objectives for the organisation. The outsource provider
is also a crucial element in providing organisations with access to new markets and
new and emerging technologies.

The ability of the outsource provider to offer

economic customized solutions to each of their customers is a challenge but it is also
an opportunity for developing long-term mutual beneficial relationships. According
to Rasheed and Gilley (2005), the decision to outsource must be driven by strategic
considerations and not by the motivation for short-term cost savings.

1..1

Background to this Research

Acording to Rasheed and Gilley (2005), outsourcing is not a new phenomenon it has
bcei practised by organisations since the 1980’s but due to increasing global
competitive challenges, there is an ever-increasing trend towards outsourcing by
conpanies in the most developed economies. Throughout most of the early history of
busness enterprises, a prefeiTed strategy for organisational growth was vertical
integration (internal growth through additional resources, acquisitions and mergers)
but luring the last two decades, we have witnessed a dramatic change in this pattern
(Ra:heed and Gilley:2005). Forfas (2008) stated that a key feature of new strategic
concepts and business models is the influence and growth of the outsourcing sector,
for example, a recent study of the European logistics sector has indicated that some 94
percent of European companies have outsourced their warehousing functions to
e^ctemal providers. According to Rasheed and Gilly (2005), outsourcing by firms has
become a very controversial political issue in the United States and the biggest
concerns seem to be about jobs and competitiveness but the invisible hand of the
marcet seems to push in the direction of even greater outsourcing.

1.2

Justification for this Research
Now is the time to focus our attention on policies that will enhance our
competitiveness and provide for sustainable economic growth.
(Dr. Don Thomhill:2009:l)

Accarding to Hill and Jones (2004), an outsourcing strategy, when linked to a
coherent business strategy, can assist an organisation in securing a competitive
advantage, it can assist in the organisation’s profitability and it can provide a superior
return on investment but, according to Deloitte (2008), only six percent of their clients
had a clear outsourcing strategy which linked to their business strategy. Competitive
advantage, profitability and a superior return on investment are all elements that are
relevant and crucial to an organisation’s business model and ultimately their survival.
In an Irish context, the survival of multi-national organisations and indigenous Irish
companies, in light of a worsening economic climate, has come to the fore with high

profile announcements, for example from, Dell (2009), Waterford Crystal (2009) and
Aer Lingus (2008). As global competitive pressures intensify, companies whether
they are multi-national or indigenous, will have little choice but to leverage
outsourcing as a strategic tool and align their outsourcing strategy with their business
strategy.

1.3

Research Objectives

The objectives of this study are set out in terms of reference:

• To identify the main benefits of an outsourcing arrangement
• To identify any barriers to achieving outsourcing benefits
• To identify unexpected or indirect impacts of outsourcing
• To thoroughly analyse and interpret the research results
• To present the findings in a clear, comprehensible and concise manner
• To make recommendations on future areas of research

1.4

Research Focus of the Study

With an increasing focus on outsourcing, both at company and national level, due to
the current global economic challenges, this study is, therefore, concerned with an
assessment of how outsourcing impacts on an organisation.

The research focus

adopted by the researcher encompassed primary and secondary research.

The

secondary research included a review of a sample of existing literature on
outsourcing. The primary research in the study focused on ten key executives who
had a wealth of experience and knowledge in the outsourcing industry.
This study is structured so that it builds up to a comprehensive insight of the subject
under reviews:

Chapter One presents the introduction, background and justification for this study.
The Chapter outlines the objectives, research focus and presents an overview of the
structure of this study.

Chapter Two reviews the relevant literature relating to outsourcing.

It provides

definitions and examples of outsourcing from a number of sources; nonetheless, it is
interesting to note that while there are many academic definitions of outsourcing there
is very little consensus among them (Rasheed and Gilley, 2005).

This Chapter

identifies the main outsourcing benefits and the barriers to achieving these benefits.
The literature review also explores organisational capabilities and competences and
the role they play in an outsourcing arrangement.

Chapter Three provides an outline of the research methodology used in this study.
The Chapter describes in detail the research methodology chosen for this study and
the process employed in the use of qualitative methodology. This study takes as its
unique focus the perceptions of ten professional executives who have first hand
knowledge and experience of the outsourcing industry.
Chapter Four provides the main findings from the research. The field research is
based on data from the interviews conducted with the ten participants who have the
experience of outsourcing programs. This Chapter acknowledges the interviewee’s
insight and understanding of an outsourcing arrangement and the organisational
impact.

Chapter Five, the concluding Chapter, reviews the main findings of the research and
provides broader conclusions. Recommendations for future research, which can build
on the findings of this study, are also presented.

CHAPTER 2
LITERATURE REVIEW
2.0

Introduction to Outsourcing

This Chapter presents literature on outsourcing, a term that became part of the
business lexicon in Ireland during the Celtic Tiger era.

Through outsourcing,

organisations seek outside resources; usually to save money and exploit skills of
another entity while allowing the relationship to be purely one of trading and where
no equity participation was required from the firm (Sullivan, 2007). According to
Johnson and Scholes (1999), from the late 1980s onwards many organisations became
aware of the impact on their performance of other companies in the supply and
distribution chains and, by the mid 1990s, many organisations had turned their
attention to reviewing their internal processes and performance in terms of activities
that could be outsourced.
The Outsourcing Institute, (2006), (A New York based professional association of
more than 26,000 outsourcing executives), states that 36 percent of all companies with
sales of more than $50 million were involved in an outsourcing program.

An

outsourcing report from Deloitte Consulting (2008), surveyed 300 global business and
Information Technology (IT) executives representing outsourcing buyers, outsourcing
vendors and outsourcing consultancy firms. This report found that 83 percent of
companies that implemented an outsourcing program not only reached their financial
objectives but also managed to average a strategically important return on investment
of over 25 percent. The Deloitte Consulting (2008) Report concludes that companies
that view outsourcing in a broader strategic context and implements it systematically
with proper financial analyses, governance and methodologies, can gain greater
business value. This perspective indicates that outsourcing could provide companies
with the opportunity to generate a competitive edge over those that take a more
traditional procurement oriented view of outsourcing (Deloitte, 2008). Definitions
and examples of outsourcing are presented in the next section to situate the research
conducted.

2.1

Definitions and Examples of Outsourcing

According to James and Weidenbaiim (1993), a representative perspective on
outsourcing is provided as:
Outsourcing is not a new concept; it is simply another name for the
longstanding practice of subcontracting production activities, (1993:42).
The use of external lawyers, accountants and consultant provider firms can all be
viewed as outsourced services. Purchasing manufactured parts and assemblies from
external organizations, domestically or internationally, can also be viewed in the
context of outsourcing (James and Weidenbaiim, 1993). Similarly, Brown (1997)
took a view that outsourcing is a means or activity to improve the performance of a
company and Lankford and Parsa (1999) defined outsourcing as the procurement of
products or services from sources that are external to an organisation. Chase et al.,
(2004) described outsourcing:
As the act of moving some of a firm’s internal activities and decisions to
outside providers, (2004:372).
Local definitions of outsourcing are also available, for example. Enterprise Ireland
(2006) indicated that outsourcing is the process of transferring activities previously
undertaken within a firm to an external provider and that the relationship between the
customer and the outsource provider is purely one of trading and involves no equity
participation by the company. The Irish Congress of Trade Unions (2006) viewed
outsourcing as a process where jobs in an employment are contracted out to another
firm, usually in the same country, which tend to specialise in the area of catering,
contract cleaning or information technology work.
The Outsourcing Institute (2006) considered a strategic perspective in its definition of
outsourcing as the use of outside resources to perform activities traditionally handled
by internal staff and resources.

Hill and Johns (2004) linked the activities and

strategy approaches to outsourcing by stating that outsourcing was a process which
could help lower the cost structure of a company and help to differentiate its product

offerings in the marketplace, thereby strengthening its business model and boosting its
profitability.

Russell and Taylor (2003) considered outsourcing as “the classic buy or make
decisions concerning products, processes and facilitates that companies have been
making for many decades”. If the company makes a decision to buy/purchase the
product from an external source this is considered as outsourcing, if they decide to
make/produce the product in house this is considered insourcing (Russell and Taylor,
2003).
Russell and Taylor (2003) further explained the ‘buy decision’ as an organization’s
process to procure product or services from an outside provider. The ‘make decision’
is an organization’s process to make or manufacture the parts in house. The classic
decisions, however, w-ere in the context of manufacturing businesses, further
definitions focuses on both service and intermediate inputs outsourcing (Russell and
Taylor, 2003).
Lankford and Parsa (1999) considered insourcing as an alternative process to
outsourcing and further defined insourcing as the internal sourcing of business
activities.

Insourcing can be viewed as an allocation or reallocation of resources

internally within the same organization, even if the allocation is in differing
geographic locations. Insourcing is a business decision that is often made to maintain
control of critical production or competencies (Amiti and Wei, 2004). Schniederjans
et ciL, (2005) suggested that most organisations insource their activities during the
early product life cycle and as the organisation matures and develops, they may find
limitations on labour, services, materials or other economic resources in a particular
geographic location.

Friedman (2006) defined insourcing as the delegation of

operations or jobs from production within a business to an internal entity that
specializes in that operation.
According to the Outsourcing Institute (2006), there are many different types and
levels of outsourcing but, in general, outsourcing refers to the arrangement whereby
one company (the outsource provider) provides a service to another company (the
customer) that could be provided in-house. Schniederjans et ciL, (2005) suggests that
an outsourcing arrangement will be constructed as:

A firm that seeks to outsource their internal business activities will he referred
to as the outsourcing client firm, and a firm providing the outsourcing services
to the client firm will he referred to as the outsource provider, (2005:4).
Schniederjans et al., (2005) also states that services or manufacturing activities, tasks
and jobs to be outsourced can vary substantially with the firm, but generically will be
referred to as business activities.

According to McCall (2008), outsourcing is a

management strategy by which an organisation outsources major, non-core functions
to specialised, efficient service providers.

Blinder (2006) considered ‘offshore

outsourcing’ which describes the outsourcing of a firm’s internal activities to an
overseas company. Blinder (2006) noted that a key feature of offshore outsourcing is
that the firm retains some activities in its home country and imports materials or
services from abroad.

Blinder (2006) also provided a further explanation that

offshore outsourcing is the migration of jobs and not people. The Irish Congress of
Trade Unions (I.C.T.U), (2006) considered offshore outsourcing “as a process
whereby jobs are moved to lower labour cost economies and / or areas of expertise”.
Offshore Outsourcing is where Jobs are moved to different countries hy
companies, usually to lower labour cost economies and generally, though not
always, different companies may undertake the outsourcing. Outsourcing is
where functions are no longer carried out within a company, but are contract
out to another firm, which usually specialises in the function (2006:2).

According to Dillane (2004), examples of outsourcing include:

Information Technology outsourcing has become very popular over the last decade.
This involves an outside provider taking over the procurement, deployment and
maintenance of an organisation’s information technology systems such as Enterprise
Resource Planning (ERP), email, internet access, file and print services. IT and ERP
vendors have used the utilities analogy to sell this concept; basically if an organisation
is happy to buy electricity or water as a utility, then they should be happy to buy
information technology services as a utility.

Logistics outsourcing has grown due to the positioning of the Original Equipment
Manufacturers (OEMs) who are beginning to concentrate more on design, marketing
and distribution management and handing off the physical aspects of the supply chain
to specialist Contract Equipment Manufacturers and Logistics Providers.
Dillane (2004) notes other examples of outsourcing which include the pharmaceutical
companies handing over the running of clinical trials to outsource providers such as
Quintiles Transnational Corporation (Bovet and Martha, 2000).

According to

Olavsrud (2003), another aspect of outsourcing is Business Process Outsourcing
(BPO), which is a relatively new concept. This market is expected to grow to $146
billion in 2008 (Olavsrud, 2003).

Costelloe (2008) states that Business Process

Outsourcing (BPO) entails a third party company taking responsibility not just for a
component of a process but the whole process, such as customer services, financial
shares services and document/database management activities. Costelloe (2008) also
considers that recent advances in technology such as collaboration software, security
tools and bandwidth accessibility are all enablers for the advancement of Business
Process Outsourcing.
Schniederjans et ciL, (2005) provides further examples of outsourcing, which include
Human Resource (HR) outsourcing and Procurement Outsourcing.

According to

Adler (2003), the Human Resource (HR) outsourcing has three main segments: HR
consultants, HR administrative service providers and HR technology enablers. These
functions allow organisations to outsource HR business activities such as
compensation, employee benefits and payroll.

Carter et ciL, (2007) suggest that

Procurement Outsourcing will also feature as a major strategic initiative for
organisations moving forward. Carter et ai, (2007) define Procurement Outsourcing
as the transfer of specified key purchasing activities relating to sourcing and supplier
management to a third party.
The definitions and examples described above provide an insight into common types
of outsourcing. According to Schniederjans et al, (2005), there are strategic and
economic reasons which make outsourcing a critical factor for present and future
business success, these benefits are outlined in the next section.

2.2
2.2.1

Benefits of Outsourcing
Cost Savings and Reduction

The potential financial benefits to be derived from outsourcing appear to be its main
drivers and rationale, (Goldsmith, 2003; Agrawal et ciL, 2003; Dillane, 2004;
Schniederjans et ciL, 2005; Ventoro, 2005; Enterprise Ireland, 2006; Gattorna, 2006;
Engardio et ciL, 2006; and Sullivan, 2007). Schnierderjans et ciL, (2005) provided a
number of cost saving advantages as outlined in Table 2.1 below.

Table 2.1

Cost Savings

Reason for outsourcing
Cost savings

Potential Advantage
The cost of business activities outsourced to a provider
can be less than the cost of insourcing the same activity.
When a client firm outsources business activity, they can
be left with assets (e.g., technology), which can be
converted to cash to deal with short-term cash problems
(i.e., saving interest costs on loans). In many cases, the
outsource provider purchases the assets, at market value or
above, making the outsource provider a short-term source
of funds.
Can turn fixed costs (assets) into variable costs (leasing
agreements).
Can reduce non-productive assets on balance sheet.
When external financing is too costly to invest in a capital
expansion, a firm can outsource the need for the capital
investment.

Client firm becomes part of the outsourcing provider’s
network or supply-chain, helping to reduce costs for both
parties._________________________________________
(Schniederjans et ai, 2005: 24)

According to Monezka et ciL, (2004), cost savings are one of the primary drivers in an
outsourcing program.

Deloitte Consulting (2008) concurs with Monezka et al,

(2004) by identifying cost reduction as the primary driver of an outsourcing initiative,
(Figure 2.1) below.
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Figure 2.1
Cost Reduction and Access to Expertise Key Drivers

Primary Drivers of Outsourcing Initiative
64%
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(Deloitte Consulting, 2008:9)
According to Dillane (2004), the cost implications include access to lower factor
costs, such as lower labour rates or the ability to leverage greater economies of scale
offered by the outsource provider, such as larger purchasing power or higher plant

11

utilisation rates. Hatch (2005) supported Dillane (2004) but also considered other
financial benefits such as reducing initial capital investment requirements or the
ability to transfer existing assets to the outsource provider. For example, the Contract
Equipment Manufacturers (CEM’s) took over many of the plants previously operated
by Original Equipment Manufacturers (OEM’s) such as Apple Computer and Western
Digital. The Contract Equipment Manufacturers transferred other work into these
underutilized plants to drive up plant utilisation rates.

The Original Equipment

Manufacturer was then able to improve their Return on Invested Capital (ROIC) ratios
and re-deploy this capital to more strategic initiatives. This also allowed the Original
Equipment Manufacturer to reduce their fixed costs, such as maintaining expensive
assets and move to a more on demand supply of services (Dillane, 2004). According
to McCall (2008), outsourcing at a tactical level is primarily about cost reduction or
cost control management.

McCall (2008) also considered that if an organisation

implements a tactical strategy it might not achieve the strategic benefits as outlined in
the next section.

2.2.2

Strategic Benefits of Outsourcing

McCall (2008) considered that most organisations are taking the decision to outsource
against an increasing competitive landscape. Some of the decisions are based on
increasing speed to market, potential growth opportunities and the ability to compete
in a global marketplace.

Bendor (2002) proposed that the primary benefit of

outsourcing is in creating value for an organisation. Furthermore, he was of the view
that an organisation must understand what kind of knowledge or value the outsourcing
relationship is creating, as this information is critical to a successful business model.
According to Craumer (2002), the benefit of using outsourcing as a tool is to drive
strategic value, transform the business and even fundamentally change industry
dynamics.
Schniederjans et ciL, (2005) identified five key outsourcing benefits where strategic
benefits represent four of the five factors:
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Table 2.2

Gain Outside Expertise

Reason for outsourcing
Gain Outside Expertise

Potential Advantage
Gain access to a broad base of expertise and skills
unavailable by insourcing.
Outsourcers can be a source of original ideas for
improvements in core and non-core competency services
and products.
(Schniederjans et ciL, 2005: 24)

Table 2.3

Improve Service

Reason for outsourcing
Improve Service

Potential Advantage
Improves operations flexibility allowing the client firm to
more easily increase production during boom times in
customer demand and to quickly decrease production
during decline periods by ending outsourcing agreements.
Can provide the flexibility to transform the organisation to
be more efficient.
Reduced costs resulting from outsourcing can increase
customer value and satisfaction.
Improved business
performance
resulting
from
outsourcing can include higher quality, since the provider
can focus efforts more precisely on that factor; increased
output, since the client firm adds the provider’s production
to their own with little or no investment, resulting in better
utilisation of client firm’s reduced assets.
The psychological impact of outsourcing some business
activities tends to motivate remaining client organisation
employees to work harder in an effort to retain their jobs.
Can be used to rapidly introduce new products and
services in order to meet shifting customer demand.
Can be used to introduce new technologies or systems
incrementally into the client organisation.
Can help new products achieve a faster time to market.
Can help a client firm develop and gain access to new
distribution channels quickly._______________________
(Schniederjans et ciL, 2005: 25)
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Table 2.4

Focus on Core Competencies

Reason for outsourcing
Focus on core
competencies

Potential Advantage
Allows the client firm to focus efforts on outputs and
outcomes, while the provider focuses on inputs and
processes.
Provides the client firm the discipline to identify and learn
what their core competencies are, and in doing so, aids
strategic planning.
Frees up assets to reallocate to core competencies.
Client firms can gain unique market access and business
opportunities that the outsource provider brings with
them.
Client firms may find they have excess capacity that they
can sell to other firms.
Outsource provider brings their core competencies to the
client, helping the client maintain state-of-the-art
performance.__________ __________________________
(Schniederjans et cil., 2005: 26)
Table 2.5

Gain Outside Technology

Reason for outsourcing
Gain outside
technology

Potential Advantage
Can outsource to state-of-the-art providers instead of
retaining older legacy systems (i.e., pick and choose newer
technology anytime it is needed, since the client firm does
not have to invest in such technology).
Can help client firm personnel learn newer technology.
(Schniederjans et ciL, 2005: 26)
Ventoro (2005) supported Schniederjans and also identified additional benefits such
as quality improvements, time to market and market penetration.
Schniederjans et al, (2005) however, implied that businesses operate in a high-risk

decision making environment, organizations have to balance the potential benefits of
outsourcing with its potential costs in order to determine the proportion of outsourcing
to insourcing that will best achieve the organization’s objectives, as illustrated in
Figure 2.2.
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Figure 2.2
Balancing Outsourcing and Insourcing Benefits and Costs

Possible costs of insourcing:
- Unable to compete with firms
that outsource
- Increased labour costs relative
to outsourcing competition

Possible costs of outsourcing:
- Loss of control of activity
- Reporting/accounting problems
- Employee resentment/bad morale

j
Outsourcing

I
Possible benefits of insourcing;
- Control of production activity
- Loyal workforce
(Schniederjans et al, 2005: 4)

Possible benefits of outsourcing:
- Reduced costs of activities
- Reduced risk in operations
- Greater diversification of
activities

Schniederjans et cii, (2005) suggests that every benefit previously mentioned in
favour of outsourcing has a probability or a risk of actually occurring and none of the
benefits of outsourcing are certain, as with most elements of business operations. The
next section examines the barriers to achieving the benefits as described above.
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2.3

Barriers to Outsourcing Benefits

According to Bettis (1992), Lei and Hitt (1995) and Slywotsky (1998), understanding
the supply chain and the drivers for change are central to a successful outsourcing
strategy in order to meet business needs. Companies who turn their knowledge and
experience over to the outsourcing provider in order to improve their cost structure
and competitiveness will no longer possess the cutting-edge needed to create
innovative products and develop fresh services (Bettis, 1992; Lei and Hitt, 1995).
Slywotsky (1998) considered that cost savings and other immediate advantages come
at the sacrifice of future evolution of capabilities in core areas and could potentially
damage an organisation’s performance in areas such as: product introduction,
industrial relations and management control.
According to Minoli et ai, (1995), many disadvantages of outsourcing have been
observed and reported by a number of authors, including Domberger 1998; Greaver
1999; Kern and Willcocks 2001; Cullen and Willcocks 2003; Goldsmith 2003; Gouge
2003; Kotabe and Murray 2004. Goldsmith suggests (as reported in Schniederjans et
cil, 2005) that the list in Table 2.6 (overleaf) is not complete, but it provides a basic

overview of the disadvantages that have caused the majority of business organisations
either to revise their outsourcing agreement or reverse their decision and restart
insourcing business activities.

16

Table 2.6

Disadvantages of Outsourcing

Reasons for not
Outsourcing

Potential Disadvantage

Increased costs

Lag time in service from outsource provider due to distance can add
substantially higher delivery costs (e.g. air freight, air mail, etc.) to
client’s customers.
Can be costly and difficult to change an outsourcing agreement without
costly penalties.
Excessive transition costs for provider training.
The expense of negotiating, maintaining and enforcing outsourcing
agreements may outweigh the benefits.
A dependence by the client on the outsource provider can lead to a
variety of problems (e.g., loss of markets, higher costs, etc.).
Loss of flexibility in controlling business activities, final product, etc.
by client managers.
Lack of contractual flexibility.
Negative impact on client firm employees’ morale when they become
outsource provider employees.
Causes organisational restructuring, resulting in dislocation and social
co.sts for employees.
Lag time in service from foreign outsource provider may delay delivery
and increa.se costs to the client firm’s customers.
Can disrupt operations during the transition of the outsourced activity
from client to outsource provider.
Can be difficult to quantify the advantages of outsourcing.
Design changes in products can be more difficult when ordered from a
distance.
Excessive investment of time in building a relationship with the
outsource provider.
Client firm finds itself unable to communicate with the outsource
provider.
Outsource provider may be unable to communicate difficulties and
opportunities.
Sharing knowledge with an outsource provider who may later share it
with a competitor.
Can be costly and difficult to reverse outsourcing decision in terms of
recruiting personnel in the longer term.
Outsource provider may fail to achieve client objectives.
All of the outsourcer’s risks are also assumed by the client firm
(provider’s financial limitations, poor service, older technology, etc.).
Requires an alliance with an undesirable provider (e.g., a provider with
a negative reputation).
Outsourcing business activities may cause the client firm to lose skills
that might be needed in the future.
Outsourcing business activities may cause the client firm to lose its
corporate knowledge within the firm over time.
Weakens innovative capacity in the longer term.
Failure in outsourcing can mean the eventual failure of client firm.
Outsourcing can result in security or confidentiality breaches.

Loss of control

Negative impact
on employees
Negative impact
on customers
Difficulties in
managing
relationship

Other risks

(Schniederjans et al, 2005: 29)
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Allen et ciL, (2002) report that the loss of control by a client firm is a disadvantage
that can permeate and be linked to all other disadvantages. When an organisation
loses control of some operations, costs usually increase because they do not have the
ability to assess and control costs.

Benson and Standing (2005) state that many

companies that have outsourced in the past are now rebuilding their infrastructure
because a loss of control can affect a company’s ability to compete in their market.
Benson and Standing (2005) further suggested that 60 percent of companies that have
considered outsourcing did not proceed with an outsourcing arrangement due to the
management capability within the organisation to manage the outsourcing process.
According to Craig and Willmott (2003) and Goldsmith (2003), up to 50 percent of
outsourcing arrangements fail to deliver the expected value of the outsourcing
contract. The main reasons are companies overestimate the economic benefits of the
contract, fail to establish the right baseline for price negotiations and performance
tracking and are not fully prepared to manage the transition and post contract
situation.

Craig and Willmott (2003) considered that, given the size, degree of

complexity and the importance of outsourcing contracts to a company’s overall
portfolio strategy, a company should apply the same rigorous approach to outsourcing
agreements as they would for mergers, divestitures and joint ventures.

Ventoro

(2004) took a perspective that most companies’ failure to achieve the end objective is
most often caused by a significant underestimation of what it takes to have a
successful outsourcing contract compounded by distractions along the way.
Schnierderjans et ciL, (2005) considered that other barriers to a successful outsourcing
program tend to be long term and that the impact to an organisation’s balance sheet
will not always be evident in the short term. According to Schnierderjans et ciL,
(2005), this perspective permits the Chief Executive Officer (CEO) who may prefer
short-term planning

(and other managers

interested only in bottom

line

improvements) to use the outsourcing strategy to make quick gains at the expense of
longer term objectives and company survival.

Goldsmith (2003) considers every

disadvantage that is listed in Table 2.6 above is exacerbated in an international
context due to distance related problems in technology-based communications and
added costs due to travel expenses when client firm employees are needed at distant
locations.

According to Schnierderjans et ciL, (2005), other examples include

language differences, which make it difficult to communicate ideas and decisions in a
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timely fashion. Foreign laws and regulations slow business transactions and add costs
and social customs make it difficult to manage without offending someone. Even
time zones can disrupt the smooth flow of commerce between plants and markets in
different countries.

Despite pressure to globalise or internationalise, these

international factors diminish the benefits of outsourcing and heighten the
disadvantages (Schnierderjans et ciL, 2005).

A recent report by Boland (2008)

suggested that outsourcing is not always the answer and not every job or process can
be redeployed overseas, clearly such off shoring further complicates the outsourcing
decision (Boland, 2008).
Carter et ciL, (2007) suggests that the success or failure of an outsourcing arrangement
will depend on the organisation’s perspective which requires an honest assessment of
its internal capabilities versus those of the outsource provider. The following section
will look at the outsourcing process in the context of organisational resources,
capabilities processes etc. and the impact these can have on an outsourcing
aiTangement.

2.4

Matching Organisational Perspective and Strategy to an
Outsourcing Programme

Kotler (1980) suggested that, to cany out processes, a company needs resources
(labour, power, materials, machines, information etc.). These resources can be owned,
leased or rented.

Traditionally, companies owned and controlled most of the

resources that entered their business. According to Kotler (1980), this situation is
changing and companies are finding that some resources under their control are not
performing as well as those that they could obtain from outside the company. Many
companies have decided to outsource less critical resources if they can be obtained at
better quality and/ or lower cost from outside the organisation (Kotler, 1980).
According to Johnson and Scholes (1999), the strategic initiative to review in house
operations is a priority for organisations as it enables an organisation to benchmark
their process, resources, costs and technical abilities against their competitors.
Johnson and Scholes (1999) also considered that extreme forms of outsourcing are
likely to result in serious strategic weakness as an organisation becomes devoid of
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core competencies. They further suggest that there has been confusion between core
activities (things that are central to what one does) and core competencies (the central
things that one does well). According to Kotler (1980), a core competence has three
characteristics:
•

It is a source of competitive advantage,

•

It has a potential breadth of applications, and

•

It is difficult for competitors to imitate.

This view is considered by Teeny and Willcocks (1998) who suggest that an
organisation's outsourcing process is influenced by a firm’s capabilities. They further
defined a ‘capability’ as a distinctive set of human resource based skills, orientations,
attitudes, motivations and behaviours that have the potential, in suitable contexts, to
contribute to achieving specific activities and influencing business performance.
Kearney (2003) suggests that determining whether or not to outsource elements of the
supply chain involves tying all of the strategic decisions together to ensure maximum
value creation and effective utilization of core competencies.

Ravichandran and

Lertwongsatien (2005) proposed that organisations that adopt outsourcing as an
effective means of reducing costs must also look at the interrelatedness of the firm’s
resources and capabilities. This proposal was also considered by Friedman (2006)
who suggests that there must be increased collaboration between organisations,
leading to the enhancement of the outsourcing process.
According to Mills (2000), an organisation must examine from a business perspective
if their outsourcing arrangement will be strategic or more tactical and operational. In
either case, the organization must consider the process and whether the strategy
makes good sense and is of value in achieving their objectives and maximising the
potential benefits. Miller (2000) further considered the impact of tactical or strategic
outsourcing on an organisation’s infrastructure and states that the decision to
outsource is often based on economic constraints but the goal for an organisation is to
create a competitive advantage by adopting external technology and expertise.
Craumer (2002) recommends using outsourcing as a tool to drive strategic value,
transform the business and fundamentally change industry dynamics.

Schniederjans

et ciL, (2005) took a position that outsourcing had changed from a tactical decision
making process to a strategic decision process which considers the long-term impact
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of an outsourcing arrangement.

According to Weakland and Tompowsky (2006),

organisations that think of outsourcing as a tactical exercise and focus on meeting one
time needs, such as cost or headcount reductions, tend to make decisions in a siloed
environment without regard to similar actions being taken in other areas of the
organisation, Weakland and Tompowsky (2006) also considered that organisations
who think tactically might not consider the long-term ramifications of their
outsourcing decisions and do not benefit from economies of scale. An organisation
that thinks strategically about the outsourcing decision and the process is striving to
optimise and leverage their resources while ensuring that they meet their objectives
and goals (Weakland and Tompowsky, 2006).
The Outsourcing Institute (2006) took the perspective that an outsourcing
arrangement involves a higher degree of commitment, trust and integration and it is
more than simply procuring supplies from an outside vendor.

The outsourcing

arrangement often requires the customer to hand over the responsibility of important
processes or resources that are an integral part of the customer’s business to the
outsource provider. McCall (2008) took a view that the outsourcing process allows a
company to transfer a business activity or function to an external provider but does
not necessarily add value to the outsourcing organisation. McCall (2008) also took
the view that strategic outsourcing may reduce costs over a period of time but it is not
the primary objective for an organisation. The goal for strategic outsourcing is to take
advantage of the economies of scale being offered by the outsourcing provider,
thereby allowing the organisation to focus on its core competencies and its core
business (McCall, 2008). King et ai, (1999), defined core competencies as:

Innovative

combinations

of

knowledge,

special

skills,

proprietary

technologies, information, and unique operating methods that provide the
product or service customers value and want to buy (1999:87).

Overby (2007) added a further strategic perspective by indicating that the decision to
outsource should be taken at a strategic level and that the process should begin with
an organisation identifying what is to be outsourced and building a business case to
justify that decision.

-IK .
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This view was considered by Varanasi (2007) who took a different perspective.
Varanasi (2007) suggests that a business must begin to approach outsourcing as the
subcontracting of work to specialists, so that the company may focus on their core
competencies, rather than as a means to reduce fixed expenses. Varanasi (2007) also
suggests that outsourcing as practiced today is not just about costs, there are other
elements within that process that should be considered such as speed to market,
operational efficiencies and the ability to obtain expertise that may not be readily
available or affordable.
Han et ciL, (2007), suggest that organisations are under increasing pressure to
demonstrate the value of their outsourcing process while also taking into
consideration the impact and effect on their capabilities. Although organisations m.ay
have the same internal and external resources, their performance can be significantly
different depending on their capabilities. This view was supported by Kroes (2007),
who suggested that while the goal of outsourcing is to derive a competitive advantage
in the marketplace, it is not clear whether the outsourcing decisions made by firms are
always strategically aligned with their competitive strategy and their capabilities.
According to Deloitte Consulting (2008), companies that view outsourcing in a
broader strategic context and implement it systematically with proper financial
analyses, governance, and methodologies, can gain greater business value.

This,

potentially, could provide a competitive edge over those that take a more traditional
procurement-oriented view.

Similarly, Campbell (2008) took a view that the

difference between the leading organisations and other organisations is that they are
thinking strategically about outsourcing.

2.5

Summary

In this Chapter a range of approaches to outsourcing as discussed in the literature have
been outlined. The term ‘outsourcing’ appears to be applied to a range of activities
involving a spectrum from ‘tactical’ to more ‘strategic’ approaches to relocating some
business function outside of the organisation to an external provider.
According to McCall (2008), strategic outsourcing may reduce costs over a period of
time but this is not the primary objective for an organisation focusing on long-term
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performance.

The goal for strategic outsourcing is to take advantage of the

knowledge and economies of scale being offered by the outsourcing provider, thereby
allowing the outsourcing organisation to focus on its core competencies and its core
business (McCall, 2008).
Another view from Deloitte (2008), suggests an organisation that primarily perceives
outsourcing as a tactic to reduce costs as opposed to a means to fundamentally
transform their operations and drive dramatic improvements in efficiency,
productivity and reliability may achieve only short-term goals but miss out on long
term opportunities. The opportunity to use outsourcing as a catalyst to reengineer
their operations and help to achieve a wider range of business goals may be
overlooked by companies. Some companies transfer their existing operations to an
outsourcer in the hopes of benefiting from specialization, economies of scale and
lower labour costs. Companies that implement outsourcing as a cost-cutting measure
may limit their opportunities and not realise full value from the process.
Fundamentally, companies fail to follow well-established, disciplined outsourcing
procurement and management processes that support the organization’s business
goals. By short cutting these processes, they may achieve cost reductions but fail to
take advantage of the opportunities that outsourcing provides to incorporate
innovative new approaches that can transform their operations. In some cases, these
shortcuts in the process can have some serious consequences by creating a cascading
series of problems that ultimately doom the outsourcing project to failure.
In an ever more competitive world, companies need to take full advantage of the tools
at their disposal and outsourcing is a significant business tool with potential to
achieve value improvements. Barry et ai, (2005) reports that in the current business
environment, outsourcing is a common tool organisations use to lower costs, attain
access to technology and to focus on core competencies. By following a traditional
cost-focused approach to outsourcing, most companies are under utilizing this key
strategy and missing out on opportunities that could provide tremendous benefits to an
organisation (Deloitte, 2008).
In Chapter 3, the approach used in this study for data identification, selection,
collection (including research design) and analysis is outlined to address the research
objectives set out in Chapter 1.
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CHAPTER 3
RESEARCH METHODOLOGY
Political economists have been reproached with too small a use offacts, and
too large an employment of theory. Iffacts are wanting, let it he remembered
that the closet-philosopher is unfortunately too little acquainted with the
admirable arrangements of the factory
(Babbage, 1832 [Crainer 2003: 12/13|).

3.0

Introduction to Research Methodology

The purpose of this Chapter is to describe the research methodology adopted in this
current study so as to identify and offer an:

Assessment of the organisational impact of outsourcing on a sample of
multinational businesses operating in Ireland.
This Chapter is structured around the seven stages of the research process adopted by
Me Daniel and Gates (1998). The aims of these stages are to ensure that the research
process is devoid of errors or mistakes which could detract from the accuracy,
relevance and confidence of the results (Chisnall, 1997).

3.1

Research Process

Malhotra (1999) defined the marketing research process as:
A set of steps, which defines the tasks to be accomplished in conducting a
research study, (1999:11).

The researcher relied heavily on the research process to provide a systematic planned
approach to the thesis to ensure all aspects of the process are consistent with each
other and all information gathered will render valid and reliable results. The stages in
the research process adopted for this study are illustrated in Figure 3.1.
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Figure 3.1

Research Process
Define the Research Problem
Determine the Research Design
Design Data Collections Methods
Primary

Secondary

Design the Sample and Collect the Data
Analyse and Interpret the Data
Follow Up

Report the Findings
(McDaniel and Gates, 1998: 64)

The remainder of this Chapter outlines and explains each of the above stages and
relates them to the w'ork undertaken by the researcher for the purpose of this study.

3.2

Step 1

Define the Research Problem

This stage of the process required the researcher to take into account the purpose of
the study, for this w-ill guide the rest of the research process. The primary purpose of
this current research is to offer an:

Assessment of the organisational impact of outsourcing on a sample of
multinational businesses operating in Ireland.
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Although each stage in the research process is important, problem definition is the
most important step. The importance of defining the research problem is considered
by Me Daniel and Gates (1998) who stated that:

All the effort, time and money spent from this point on will he wasted if the
problem is ill defined, (1998:35).

Malhotra (1999) concurs and further states that:

Only when a problem has been identified clearly and accurately can a
research project he conducted properly, (1999:34).

According to McDaniel and Gates (1998), research objectives are goal statements
specifying the information needed to solve the research problem:

Well-formulated objectives serve as a roadmap in pursuing a project. They
also serve as a standard that later will enable the researcher to evaluate the
quality and value of the project by asking “Were the objectives met?” and
“Do the recommendations follow logically from the objectives and the
research findings ? (1998:61).

The supporting objectives for this study are to offer business-based perspectives from
experienced outsourcing practitioners.

The researcher endeavours to explore and

identify the following:
• Benefits of an outsourcing arrangement
• Barriers to achieving outsourcing benefits
• Additional views on outsourcing programs
The researcher also proposes to •

Thoroughly analyse and inteipret the research results

•

Present the findings in a clear, comprehensible and concise manner

•

Provide recommendations on future areas of research
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3.3

Step 2

Determine the Research Design

The central part of this study is to develop an effective research design. This will
detail the most suitable methods of investigation, the nature of the research
instruments, the sampling plan and the types of data - quantitative and qualitative.

According to Easterby-Smith et ciL, (1991), research design is more than the methods
by which data is collected and analysed. It is the overall configuration of a piece of
research: what kind of evidence is gathered, from where and how much evidence is
interpreted in order to provide good answers to the basic research question. Malhotra
(1999) concurs and further states that:

Research design is a framework or blueprint for conducting the research
project. It specifies the details of the procedures necessary for obtaining the
information needed to structure and/or solve the research problem, (1999:83).

An important issue for the researcher to consider was the determination of the type of
research to be undertaken. The most suitable is dependent on the objectives of the
research. Malhotra (1999) suggests that research designs can be broadly classified as
exploratory or causal. Malhotra provided a definition for exploratory and causal:

The primary’ objective of exploratory research is to provide insights into, and
an understanding of the problem confronting the researcher, (1999:83).

The major objective of causal research is to obtain evidence regarding cause
and effect (causal) relationships, (1999:94).

3.3.1

Exploratory Research

Given the objectives of this research, the researcher deemed that exploratory research
is the appropriate form of research to use in this study. According to Chisnall (1997),
exploratory research provides guidance on how the entire research project should be
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devised, any approach to data collection and analysis can be utilised: Aaker (1998)
suggests that:
Exploratory research is a highly flexible, unstructured, and qualitative
method, for the researcher begins without firm preconceptions as to what will
be found, (1998:49).
Malhotra (1999) considered exploratory research objectives as the discovery of ideas
and insights. The characteristics of the research process are flexible and versatile.

According to Chisnall (1997), the advantages of using exploratory research are as
follows:
> Provides insights into the research problem.
>• Enables the research problem to be more closely defined.
> Speedy and economic process to acquiring overview of problem and its
relevant factors.
> Useful in developing hypotheses.

3.3.2

Causal Research

Malhotra (1999) argued that causal research is used to obtain evidence of cause and
effect relationships and requires a planned and structured design:

Causal research is useful to determine which variables are the cause
(independent variables) and which variables are the effect (dependent
variables) of a phenomenon. Causal research is used to determine the nature
of the relationship betw’een the variables and the effect to be predicted,
(1999:95).

For the purpose of this research, the researcher believed exploratory research was the
best model for obtaining qualitative data, which would provide insights and
understanding of the research problem.

As the researcher hopes to reveal the

opinions, attitudes, motivations and beliefs from the ten senior executives selected for
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the in-depth interviews. On the other hand, quantitative research seeks to quantify the
data and applies some form of statistical analysis.

3.4

Step 3

Design Data Collection Methods

According to Domegan and Fleming (2003), data can be collected from secondary
sources or primary sources. These two basic data collection methods need to be
considered in a research study, either singly or in combination. These can be grouped
according to primary research and secondary sources of data.

3.4.1

Primary Data

Primary data is defined as data or information collected first hand by the researcher to
solve the specific problem/opportunity on hand.

3.4.2

Secondary Data

Secondary data is informiation that has already been collected by someone else and it
can be internal or external to a firm or organisation.

Figure 3.2

Data Collection Methods

Secondary data

Internal or external

Focus Groups; in-depth interviews
and Projective techniques
Primary data
Surveys; observation and panels/diaries

Experiments

(Domegan and Fleming, 2003: 28).
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Figure 3.3

Outlines Sources of Internal and External Data

(Aaker, 1998: 80)
Figure 3.3 outlines the various sources of secondary data, internal and external.
Internal data is available from within the organisation, whereas external sources
provide data that is developed outside the organisation.

3.4.3

Qualitative versus Quantitative Research

Like secondary data analysis, the researcher considered what research method to
adopt, either qualitative or quantitative or a combination of both. The difference
between the two research methodologies are summarised by McDaniel and Gates, ref
Table 3.1, (Qualitative versus Quantitative Research).
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Table 3.1

Qualitative versus Quantitative Research

Types of questions

Qualitative Research
Probing

Quantitative Research
Limited probing

Sample size

Small

Large

Amount of information Substantial
from each respondent

Varies

Requirements for admin.

Interviewer with special
skills

Interviewer with
special skills

fewer

Type of analysis

Subjective, interpretive

Statistical, summation

Hardware

Tape recorder, projection Questionnaires, computers,
devices, video, pictures, printouts
discussion guides

Degree of replicability

Low

High

Researcher training

Psychology, sociology,
social psychology,
consumer behaviour,
marketing, marketing
research

Statistics, decision models,
decision support systems,
computer programming,
marketing, marketing
research
Descriptive or casual

Type of research
Exploratory
(McDaniel and Gates, 1998: 122).

According to Malhotra (1999):
It is a sound principle of mcirketing research to view cpialitative and
quantitative research as complementary, rather than in competition with each
other, (1999:148).
According to Marshall and Rossman (1989), those who conduct qualitative research
face a challenge as there are no explicit, guaranteed recipes to follow for bringing
together a coherent, convincing, winning research study. Guba and Lincoln (1981)
argued that qualitative methods are preferable to quantitative methods when the
phenomena to be studied are complex human and organizational interactions and,
therefore, not easily translatable into numbers.
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3.4.4

Qualitative Research

According to McDaniel and Gates (1998), qualitative research is a term used to refer
to research whose findings are not subject to quantification or quantitative analysis.
While quantitative research might be used to find statistically significant differences
and variables, Miles and Humberman (1994) noted the importance of qualitative data:
What is important about well-collected qualitative data? One major feature is
that they focus on naturally occurring, ordinary events in natural settings, so
that we have a strong handle on what ‘real life' is like, (1994:10).

The researcher, therefore, used a qualitative research methodology to collect the data
in this study as the research questions to be answered impacted on complex human
and organizational interactions and, therefore, could not easily translate into numbers.

3.4.5

Quantitative Research

According to Malhotra (1999), in quantitative research, techniques and sample sizes
lead to the collection of data, which can be statistically analysed and the results can be
expressed numerically. McDaniel and Gates (1998) state that quantitative research is
‘research that uses mathematical analysis’ and Malhotra (1999) expands and defines
quantitative research as ‘a research methodology that seeks to quantify data and
typically, applies to some form of statistical analysis’.
The researcher decided not to use quantitative methodology in this study as no
mathematical models would be applied and no measurement system would be
conducted using theories and hypotheses. Neither did the researcher use experimental
controls or manipulation of variables.

3.5

Step 4

Design the Sample and Collect the Data

3.5.1

Design the Sample

According to Domegan and Fleming (2003), designing the sample is centred on
deciding whom to talk to or identifying who or what has the required information.
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The researcher identified ten Irish executives who, from the researcher’s professional
background, had the knowledge and firsthand experience of outsourcing practices
within a multinational environment and who could offer valuable insights and some
perspective on the research question. (See Appendix A).'

The researcher is not interested in sarnphng a cross section of opinions but
rather in sampling those who can offer some perspective on the research
question (Churchill, 1991:921).
The researcher also identified five key questions that would allow the researcher to
expand on the body of knowledge obtained and to fill in the gaps which the researcher
found in the literature review, (See Appendix B).

The proposed questions were

submitted to the course lecturer/mentor for review and comment. A pilot interview
was also conducted with Professor Frank Barry, Professor of International Business
and Development, School of Business, Trinity College, Dublin. (See Appendix C).
The purpose of the pilot interview was to ensure that the questions presented
generated the responses required to meet the research objectives.
3.5.2

Collect the Data

According to Denscombe (2003), the choice of data collection will be influenced by
the research strategy, but it will also reflect preferences about the kind of data that the
researcher wishes to obtain and practical considerations related to time, resources and
access to the sources of data. Denscombe (2003) recommends that it is good practice
for researchers to recognize the data protection principles and operate within the spirit
of the law.
Collect and process data in a fair and lawful manner.
•

Use data only for the purposes originally specified.

•

Collect only the data that is actually needed.

•

Take care to ensure the data is accurate.

' These companies were known to the researcher from her professional working
experience and the researcher has a very good understanding of the level of
outsourcing which they were involved in.
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•

Keep data no longer than is necessary.

•

Keep the data secure.

•

Do not distribute the data.

•

Restrict access to data.

•

Keep data anonymous unless permission has been received.

For the purpose of this research, the researcher concluded that ten in-depth, one-onone, semi-structured interviews were the best collection method as it allowed the
researcher to probe and elicit detailed answers to questions, often using nondirective
techniques to uncover hidden motivations. According to Malhotra (1999), in-depth
interviews are:

An unstructured, direct, personal interview in which a single respondent is
probed by a highly, skilled interviewer to uncover underlying motivations,
beliefs, attitudes, and feelings on a topic, (1999:157).

Denscombe (2003) stated that interviews involve a set of assumptions and
understandings about the situation that are not normally associated with a casual
conversation. The interviewee consents to take part, the interviewee’s words can be
treated as ‘on the record’ and ‘for the record’ and the agenda for the research
interview is set by the researcher.

Malhotra (1999) noted the advantages and disadvantages of in-depth interviews and
they can be summarized as follows:

34

Tabie 3.2

Advantages/Disadvantages of In-depth Interviews

Advantages
1. Encourages revelation of new
information.
2. Respondents can be probed at length to
reveal feelings and motivations that
underlie statements.
3. Greater flexibility to explore casual
remarks, which may be critical to main
issue.
4. A single viewpoint may be obtained
without influence of others.
5. In-depth interviews attribute responses
to individual respondents.
6. No social pressure to conform to group
response.

Disadvantages
1. Difficulty of coding, editing and
analysing results.
2. Quality and completeness of results
depend heavily on the interviewer’s
skills.
3. Expensive and time consuming.

4. Do not generate reactions in that of a
group situation
5. Difficult to get participants

(Malhotra, 1999: 158)
The researcher, having considered the advantages and disadvantages as outlined in
Table 3.2, decided to use in-depth interviews as it provided the researcher with the
best collection method. The researcher followed best practice guidelines as outlined
by Denscombe (2003); as these guidelines cover the method of interview, vision of
issues, time, resources, venue and self- presentation.

3.5.3

The Interv iew Process

According to McCracken (1988), the opening of the interview is particularly
important; because during the opening few minutes of the interview it must be
demonstrated that the interviewer is a benign, accepting, curious (but not inquisitive)
individual who is prepared and eager to listen with interest. The researcher digitally
recorded all interviews and made the necessary field notes. According to Patton
(2002), a digital recorder is part of the indispensable equipment of evaluators using
qualitative methods. The use of the digital recorder allowed the researcher to be
attentive to the interviewee and to monitor the progress of the interview.

The

researcher also ensured that the interview finished within the allotted time and
extended the normal courtesies to the interviewees. According to Heritage (1984), the
benefit of recording the interview allows the researcher to analyse and correct the
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natural limitations of our memory. It also allowed the researcher to have a more
thorough examination of the interviewees’ answers and it helped to counter
accusations that an analysis might have been influenced by the researcher’s values or
biases.
The researcher applied the following steps that according to Kvale (1996), is a useful
criterion for a successful interview. The researcher also believed that in adhering to
the steps and completing a successful interview program, it would also provide
compliance in the areas of reliability and quality. Kvale (1996) suggests that the
researcher should be:
> Knowledgeable; is thoroughly familiar with the focus of the interview.
> Structured: gives purpose the interview, rounds it off and asks the interviewee
if they have any questions.
> Clear: asks simple, easy, short questions and does not use jargon.
> Gentle: let’s interviewees finish their comments, give them time to think and
tolerate pauses.
> Sensitive: listens attentively to what is said and how it is said, and is empathic
in dealing with the interviewees.
> Open: responds to what is important to the interviewee and is flexible.
> Steering: knows what he or she wants to find out.

> Critical: is prepared to challenge what is said, for example, dealing with
inconsistencies in the interviewee’s replies.
> Remembering: relates what is said to what has been previously said.
> Interpreting: clarifies and extends meanings of the interviewees’ statements
without imposing meaning on them.
3.5.4

Interview Limitations

The researcher did encounter some limitations, which were mainly around the
availability of the interviewees, the timing of the interviews and the ability to secure a
suitable venue.
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3.6

Step 5

Analyse and Interpret the Data

3.6.1

Analyse the Data

After gathering the data, the researcher analysed the qualitative data received during
the interview process in a timely manner and did not allow the transcripts to become a
monumental task. According to Lofland and Lofland (1995), by actively analysing
the transcripts it allows the researcher to become aware of emerging themes, which
may become relevant at later interviews.
Transcription of the tapes is generally far more time consuming than the
actual collection of the data, Denscombe (2003:183)
The researcher transcribed the interviews onto Microsoft Word and kept a separate
file for each interviewee. The process of transcription, although laborious, was a
valuable part of the research as it allowed the researcher to get ‘close to the data’.
According to Denscombe (2003), transcription is not a mechanical process putting
recorded talk into written sentences. The recorded interview needs to be tidied up and
edited into a format that is readable and understandable.
3.6.2

Code the Data

The researcher became immersed in the data and made intuitive attempts to identify
key categories and connections. According to Miles and Huberman (1994), a vital
part of the reflections undertaken by the qualitative researcher will be the attempt to
identify ‘patterns and processes, commonalities and differences’. The researcher did
note themes and interconnections that occurred between the key questions and the
interviewees responses. The researcher used these themes and interconnections for
the main findings as described in Chapter 4.

3.7

Step 6

Follow Up

The researcher acknowledged that follow on questions or clarification on interviews
may be required and informed the interviewees that there may be additional questions
or clarification sought on some of their answers. For the research conducted here, this
was not required.
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3.8

Step 7

Report the Findings

The findings of the research can be found in Chapter 4. These findings are based on
the primary purpose of the research and the research process as outlined above.
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CHAPTER 4
FINDINGS
Objectivity is a virtue, which must at all times he maintained.

(Domegan and Fleming, 2003: 501).

4.0

Introduction

The main findings from the in-depth and face-to-face interviews are presented in this
Chapter. The interviews were conducted with ten senior executives who are or were
recently involved with multi-national organisations and these senior executives were
particularly involved in the outsourcing activity within their organisations.

Full

transcripts of the interviews are available from the author.

As indicated in the Research Methodology Chapter, the interview guide emerged from
gaps identified in the literature review. The interview guide provided the basis for the
discussion of the topics in this Chapter. Direct quotations from the interviews are
presented, following Patton’s observation (2002) that direct quotations are a basic
source for raw data in qualitative evaluation.

According to Domegan and Fleming

(2003), a personal interview allows a respondent to reveal motivations, beliefs,
altitudes and feelings on a topic.

This study attempts to gather and assess current views, from senior executives who
were or are engaged in outsourcing activity.

4.1

Categorization of the Main Findings

As described in Chapter 3, structured questions, based on a review of the research
literature, were asked of the ten interviewees.
The introduction to the main findings as described in 4.2 outlines the five main
categories used in the study to discuss the findings. The five main categories were
further divided into sub-headings to reflect the findings that emerged.
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4.2

Introduction to the Main Findings

The interviewees expressed views on their experience with outsourcing and the
impact on their own respective organisations. The senior executives interviewed in
this study had firsthand knowledge and experience of outsourcing and willingly
expressed what they believed to be the main benefits and the main issues arising from
an outsourcing program. They provided insights into the impact of an outsourcing
arrangement on organisations and additional observations around outsourcing
programs.

These views are discussed and examined under the following main

headings;

4.3

4.4

Benefits Achieved from an Outsourcing Arrangement
4.3.1

Cost reduction and savings

4.3.2

Access to new markets and new customers

4.3.3

Access to new /emerging technology, cheaper labour/skills

4.3.4

The capacity to grow the business

Were the Benefits of Outsourcing Realised to the Organisation’s
Satisfaction?

4.5

Issues/Barriers that Impact on an Outsourcing Arrangement

4.6

Identification of Additional Benefits that can be achieved from an
Outsourcing

Arrangement

in

the

course

of

Contract

Renegotiations
4.7

Further Observations and Comments in relation to Outsourcing
Programs
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4.3

Benefits Achieved from an Outsourcing Arrangement

Historically, organisations used outsourcing as a means to generate and identify new
areas of opportunities. The benefits derived from an outsourcing program allowed
them continue and compete in a competitive marketplace. The first key feature that
has been identified in this study is the potential financial benefit to be gained from an
outsourcing arrangement.
4.3.1

Cost Reduction and Savings

This research has found that all the participating organisations in this study have used
outsourcing as a means to control fixed or variable costs. Although 100% of the
interviewees stressed the need for cost effectiveness within their organisations, and
specifically in relation to the current economic climate here in Ireland, it is not the
primary motivating factor for an organisation to undertake an outsourcing program.
One interviewee acknowledges that their outsoureing program had provided them
with significant cost reductions and it had also allowed them to restructure their fixed
cost model:
Outsourcing allowed us to restructure our fixed costs, especially our labour
costs which was a huge component within our overall business model
(Bill O Connell, Senior Material Director, EMC, Cork).

Another interviewee challenged this idea and revealed that their company did not
realise direct cost benefits, but they had achieved some indirect cost savings and saw
the potential to realise more eost reductions and savings:

The outsourcing program has the potential to squeeze more services and or
better prices from the provider over time
(Don Cahalane, Financial Controller & Business Consultant).

This current research acknowledges that although some of the organisations were
looking to squeeze operating margins, the main body of the interviewees were more
focused on the long-term relationship and the viability of the outsourcing program:
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Short term planning will give quick one-time gains hut you won't get the long
term return on investment or the long-term strategic benefits
(Bill O Connell, Senior Material Director, EMC, Cork).

This was further enforced by 80% of the interviewees who indicated that initially they
perceived outsourcing as a tactic to reduce costs as opposed to the long-term strategic
vision of having the ability to fundamentally transform their operations and drive
dramatic improvements in efficiency, productivity and reliability. One of the CEO's
interviewed suggested that outsourcing needs to be driven from a strategic perspective
and that to some extent the cost savings will flow from that process:

The error that a company can make is looking for the initial cost savings, hut
they forget about the strategic perspective.

Outsourcing is doomed not to

succeed if it is driven purely from a cost perspective
(Pat Keohane, Former CEO, Banta Global Turnkey, Cork).
Pat Keohane also indicated that although cost is a major driver in the initial
outsourcing process and that an organisation would obtain certain cost benefits:
The outsourcing program needs to he broader and more strategic in terms of
the decision making process, it needs to consider all elements of the
organisational process and the long-term impact on the organisation
(Pat Keohane, Former CEO, Banta Global Turnkey, Cork).

This study has found that 90% of the organisations interviewed were making strategic
decisions to only stay in value (core) activities and to outsource what they considered
as non- value (non-core) activities. This research considers a view from another
CEO, who proposed that his company made a primary strategic decision that they did
not want to be in the manufacturing business. By making this strategic decision and
outsourcing their manufacturing process, they reduced their inventory and working
capital, thereby allowing them to invest in other areas of the business. This CEO also
acknowledged further benefits to the organisation, which was the ability to leverage
the expertise and economic scale provided by the outside provider:
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The outsource provider had the strategic intent to become a world-class
manufacturing provider (and that alone) therefore; the organisation was in a
position to leverage the benefits and expertise of a large-scale service
provider, this provided us with further financial opportunities
(Joe Gantly, Former Vice President, Apple Computer, Cork).

Another of the interviewees conciin'ed and stated:

The ability to leverage the expertise and cost advantages of a large scale
outsource provider provided my company with indirect cost benefits
(Seamus Beausang, Former Finance Vice President, Banta Global Turnkey).

Finally, one of the senior executives interviewed in this study acknowledged that her
organisation was trying to get a more effective cost structure with an equivalent
service from the provider:

We wanted to get the equivalence of a capability much more cost effectively;
this was the biggest benefit for my organisation
(Company Y, Manager of Information Technology Services).

4.3.2

Access to New Markets and to New Customers

Senior executives interviewed in this cuiTent study all agree that the ability to access
new markets and new customers is a key benefit in an outsourcing arrangement. The
ability for Irish companies to move 'eastwards' to lower cost bases, such as China and
India, and to be nearer to their main markets was the only responsible way to respond
to market realities:

Getting close or closer to our supply and customer base is a key driver and a
strategic imperative
(Joe Gantly, Former Vice President, Apple Computers, Cork).
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Another senior executive concurs and considers the requirement to be close to the
customer:
Being close to the customer base demonstrates a genuine commitment to the
customer and it also reassures customers that they are dealing with a
reputable company, because they have a presence in that market and as the
market grows it allows the organisation to service it better
(Mike Harman, Supply Chain Consultant).

One of the interviewees in this research stated that they had to invest in a local market
in order to penetrate that market and secure contracts of significant value. Another of
the interviewees offered a different perspective and considers that having access to
new markets, decreases product and component lead times due to the proximity of
suppliers and customers, leading to overall cycle time improvements:

Any reduction in lead times helps to reduce our overall inventory costs, also
lead time reduction allows us to service our customers more effectively and
efficiently, as the old adage goes 'Time is Money'
(Company X, CEO, Service Industry, Cork).

4.3.3

Access to New /Emerging Technology and Cheaper Labour / Skills

Having access to new and emerging technologies is a benefit identified by 50% of the
interviewees in this study. The ability to access skills was not identified as a key
benefit, although the availability to access low cost skills during the ‘Celtic Tiger’ era
was highlighted as a concern:

During the boom years of the late 1990's, often referred to as the 'Celtic
Tiger' era, Irish companies experienced rising labour costs, specifically, in
the area of manufacturing operations. These were normally low skilled jobs
but due to high employment levels in Ireland during this period, these manual
workers were not readily available and the labour costs were escalating due
to the competitive employment environment
(Bill O Connell, Senior Material Director, EMC, Cork).
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Again, 100% of the interviewees agreed that the outsource providers were the experts
or specialists in their respective areas and that they, the customers, were availing of
'best in class' expertise and technology:

As the outsource provider became more knowledgeable about the customers
product and process they used their own technology to identify process
improvements and productivity benefits
(Joe Gantly, Former Vice President, Apple Computers, Cork).

Joe Gantly also considered the capacity of the outsource provider to use their own
technology to standardize designs and components. This senior executive gave an
example of an outsource provider using technology to standardise design features and
thereby reducing the number of components:

Our outsource provider looked at five separate designs and made a
recommendation on providing one design which covered all the aspects of the
five separate designs, this eliminated the need for some components, again,
this saved us money and it utilizes their capabilities
(Joe Gantly, Former Vice President, Apple Computers, Cork).

Another senior executive responding in this study agreed with the technology benefits
and confirmed that their outsource provider enabled them to move into more
sophisticated areas as they had amassed expertise in emerging technologies:

The outsource provider has access to large-scale customer and supply bases.
They have access to new and emerging technologies, and they are able to
leverage their size (company size) and world-class reputation to build and
grow their technology skills and competencies
(Mike Harmon, Supply Chain Consultant).
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4.3.4

The Capacity to Grow the Business

All of the senior executives interviewed in this study responded to this benefit, which
afforded their organisation the additional capacity to grow the business. For example,
by outsourcing some of their current process or product, they were in a position to
utilize and leverage existing resources.

These resources ranged from excess

manufacturing space, which could then be used for value-add services such as
customer service, or excess management resources, which could be used to generate
more customers and more sales.

Better utilization and leveraging of resources

allowed them the capacity to grow their business:
By freeing up manufacturing space we were able to convert this space into
much needed office space, which then allowed us move into value-add
activities. By leveraging the provider’s procurement network (scale and
range) we were in a position to reduce our working capital and inventory
holdings. This money could then he reinvested into other areas, such as
software development
(Joe Gantly, Former Vice President, Apple Computers, Cork).
Another interviewee concurs and provides the following example from his
organisation:
Due to the high manufacturing growth rates we e.xperienced during the late
1990's, manufacturing output increased by 150%, and space was a major
constraint. By outsourcing some parts of our manufacturing process we were
then able to use this space for other revenue generating activities
(Bob Costelloe, Purchasing Manager, EMC, Cork).
Anne Nagle also offered a view that, although her organisation freed up physical
space (manufacturing space), the ability to free up management resources and use
these resources to generate revenue opportunities such as; new customers, new
services and incremental sales growth, these benefits were all considered as additional
organisational capacity which allowed them to grow their business:
By outsourcing, we were able to free up management resources. These
resources could then he utilized to grow and expand our business model
(Anne Nagle, CEO, Nagle Business Solutions).
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4.4

Were

the

Benefits

Organisation’s

of

Outsourcing

Realised

to

the

Satisfaction?

This question was specifically structured to prompt a discussion on whether the
interviewees and their organisations have actually realised the benefits as outlined
above, benefits such as; cost reduction and cost savings, access to new markets,
technology and labour skills and the benefit which allows the company the capacity to
grow its business. The study indicates that 100% of the interviewees did realise some
benefits from their outsourcing arrangement, but the level of benefits that they
realised differed from company to company and from department to department:
The articulation of the benefits will differ from department to department. It
really depends on who is doing the exercise, for example, the finance
department will provide one set offigures and the production department will
provide another set offigures. The benefits will reflect the strategic intention
of the organisation. You can play the numbers any way you want but it is a
strategic decision whether you want to be in the manufacturing business or
not, the benefits will emerge from the strategic intent
(Anne Nagle, CEO, Nagle Business Solutions).
Anne Nagle also considers the management and tracking of the outsourcing benefits:
Many companies don’t really track the outsourcing process. Initially they do
the justification to outsource but it is more a strategic decision or a ’leap of
faith'. A company can spend a lot of time and effort getting to the outsourcing
stage due to the complexity of their product or business model. My
organisation did track the costs and the benefits but the justification process
was so long, that no one really put there head above the sand to indicate
whether we realise the benefits or not
(Anne Nagle, CEO, Nagle Business Solutions).

One of the CEO’s interviewed states that his company did not realise all of the
expected or required outsourcing benefits which they had originally budgeted and
planned for. For example, they did not realise the desired cost savings in the desired
time frame:
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V^e realised some of the benefits hut not all of the benefits but in hindsight, we
expected too much too quickly from the outsourcing relationship, we were
looking for short-term gains and benefits and in order to justify the
outsourcing process we set an unreasonable expectation of benefits
(Company X, CEO, Service Industry, Cork).

Another interviewee points out that although his organisation gained the documented
outsourcing benefits, a question remains as to what extent and to what degree did the
organisation leverage these benefits and could they have got more benefits from their
outsource provider:

Yes, we did realise the documented outsourcing benefits but to what degree
could we have realised additional benefits. A question for my organisation
focused on the integration of joint processes and the ability to mciximise
hidden or undocumented outsourcing benefits

Another senior executive interviewed concurs and suggested that organisations don’t
realise all the outsourcing benefits and don’t achieve the long term potential from
their outsourcing an'angement:

The easy part of outsourcing is the physical activity or the mechanical
transactional type of activity. You will get the up-front short-term benefits, but
the long-term benefits and ultimately where a lot of the cost savings reside is
making sure your own people don't end up managing what has been
outsourced, this could result in your organisation ending up with duplicate
resources
(Pat Keohane, Former CEO, Banta Global Turnkey, Cork).

Another interviewee suggested that companies should look at the level and depth of
internal knowledge within their organisation prior to the commencement of an
outsourcing arrangement:
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One of the reasons why companies fail to realise benefits or struggle to realise
benefits is because they sit down and look at their own supply chain, tick the
boxes for compliance and then move the process to the outside provider. What
companies fail to account for is the level and wealth of combined knowledge
within their organisations
(Anne Nagle, CEO, Nagle Business Solutions).

4.5

Issues /Barriers that Impact on an Outsourcing Arrangement

This study reveals that 30% of the interviewees had no issues with their outsourcing
arrangement and they had realised their documented benefits.

The study further

reveals that 70% of the interviewees were not satisfied and did have issues with their
outsourcing arrangements:

Our company did not formally document the targeted benefits and we did not
have the management experience to negotiate the outsourcing contract. We
also had insufficient review mechanisms built into the process and informal
scope changes were allowed to creep into the process; scope changes from
both parties, for example, a purchaser looking for more service, or vendors
charging for services not explicitly tabulated in the agreement
(Company X, CEO, Service Industry, Cork).

This research has found that a number of the interviewees (50%) raised the issue of
their management capability and, specifically, their capability to negotiate the contract
and to manage the outsource provider:

When a company decides to outsource they need to have the experience and
correct skill sets such as, relationship management in order to effectively
manage the outsource provider
(Anne Nagle, CEO, Nagle Business Solutions).
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Other issues identified and acknowledged by the interviewees in this study is the
potential lack of specifications or clarity around specifications and inadequate
contractual controls on elements such as cost, service and quality control. One of the
senior executives interviewed expressed similar concerns but also suggested that
cultural differences can be a substantive issue:

You

cannot make up-front assumptions. You cannot hand over your product

or process, do a trial or validation run, and assume that everything will be
okay. You must understand the environment you are operating in. You must
understand the mindset of the service provider and you must understand any
cultural differences
(Joe Gantiy, Former Vice President, Apple Computers, Cork).

This was reinforced by another senior executive interviewed in this study who
indicated that you must be aware of the local outsource providers environment; such
as local issues and local regulations. For example, issues around working directives,
freight movement restrictions and local customs requirements.
The area of partner selection in relation to a successful outsourcing arrangement was
also a major issue that was highlighted by 75% of the interviewees. Joe Gantiy, one
of the senior executives interviewed in this study, stressed the need for a robust
selection process and the requirement to really know and understand your outsource
provider who will and should become your long term business partner:

It is very much a function of selection, engagement and how you manage your
partner. Major issues can arise when your partner does not fully understand
and does not know your current or future business model.

This is a very

important element for any business relationship
(Joe Gantiy, Former Vice President, Apple Computers, Cork).

This study has also found that another major issue in relation to outsourcing centred
on the area of communications both within the organisation and with the outsource
provider:
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The organisation has to learn to communicate with the outsource provider,
they have to learn each other's language, for example, what is urgent to the
outside provider might he different to what's urgent to my organisation
(Anne Nagle, CEO, Nagle Business Solutions).

Another senior executive interviewed in this study indicated that you must also keep
your own organisation properly updated as internal functions might not understand or
realise the impact of an outsourcing arrangement.

If you don’t communicate the

outsourcing benefits, the impact and consequences from within the organisation can
have a negative impact on the long-term success of an outsourcing arrangement.

4.6

Identification of Additional Benefits that can be achieved from
an Outsourcing Arrangement in the course of Contract
Renegotiations

The identification of additional benefits from an outsourcing an'angement was
addressed by the researcher as the researcher was very interested in finding out
whether, over the course of the contract, or at contract renegotiation stage, were any
additional benefits identified and requested from the outsource provider. 100% of the
interviewees acknowledged that they did get additional outsourcing benefits but some
of these benefits came through the ‘formal’ renegotiation process and other benefits
came through the ‘informal’ process, which was based on enhanced communications
or product/process knowledge and experience. One senior executive indicated that in
certain cases more proactive involvement was agreed between his organisation and
the outsource provider:

Following joint discussions with the outsource provider we agreed process
improvements, including the flow and the layout of the production process.
The outsource provider implemented cjuality programs including lean
manufacturing

and

improvements.

The benefits of these programs were ultimately passed onto

6

Sigma,

these

programs

yielded productivity

our organisation
(Bill O Connell, Senior Material Director, EMC, Cork).
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This type of proactive engagement was not evident with all of the interviewees, some
of the executives interviewed had a more passive approach with regard to the
management of their outsource provider. Approximately 50% of the interviewees in
this study suggested that having a very rigid contract with detailed specifications was
the basis for any renegotiation and that this had been the primary focus for their
organisation.

One of the interviewees confirmed that they used the contract

renegotiation process to drive year on year cost reductions in return for continued
business growth. This acclaimed benefit was not evident with the other interviewees.
Other interesting observations from the study included the desire of organisations to
achieve improved visibility on costs, transfer of risk elements (obsolete inventory)
and to ensure clearer specification of requirements:

My organisation was looking for unforeseen/implanned costs, for example,
extra labour in the warehouse, to he borne by the outsource provider. The
outsource provider was looking for a financial contribution to his set up costs
which we contended was the cost of getting the contract. These elements and
specifications should have been clearly identified prior to the commencement
of the contract
(Company X, CEO, Service Industry, Cork).

Another of the senior executives responding in this study stressed the long-term
prospects of an outsourcing arrangement and the additional benefits which can be
jointly achieved by a long-term relationship:

Over time we moved away from the ‘brawn element of the business to the
’

‘brain’ element of the business.

The outsource provider became more

knowledgeable about our design and our processes and we were able to
leverage their ability to design sub components and packaging. We got the
benefit of this arrangement and the outsource provider also got the benefit as
they were moving up the value chain and building up their capabilities
(Joe Gantly, Former Vice President, Apple Computers, Cork).
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Bob Costelloe, one of the senior executives interviewed, also commented on the area
of relationship building and he considered that organisations who are in a long-term
relationship with an outsource provider should move the discussions from a unit cost
perspective to a total cost model. The total cost model is the foundation for any
contract negotiation or renegotiation:

Initially, when we started to outsource, all discussions were on the unit cost
because that is what we all understood. But, as time moves on, we now have
to consider the total cost, for example, fuel costs are directly linked to
transport costs. The unit cost is less important now versus the total cost and
the requirement for the outsource provider to allow for contingencies and
increased flexibility.

These are all crucial elements to support my

organisation and ultimately our customers
(Bob Costelloe, Purchasing Manager, EMC, Cork).

Another senior executive interviewed by the researcher commented on three elements
that should be considered by organisations during the renegotiation process. Firstly,
is the organisation getting all the benefits as defined in the original contract?
Secondly, has the organisation dismantled any duplicate effort or resources within
their own control and within their own process? Thirdly, is the organisation getting
additional management resources or additional knowledge and intelligence from the
outsource provider?

If your organisation has already dismantled it’s own resources and structure
you need to make sure that the outsource provider has the strength and
capability to provide the additional resources, intelligence and knowledge.
This should he a key feature of any renegotiation process
(Pat Keohane, Former CEO, Banta Global Turnkey, Cork).

Finally, Anne Nagle, one of the senior executives interviewed, suggested:

Contract renegotiation is more about connecting the bo.xes rather than any
other fundamental issue
(Anne Nagle, CEO, Nagle Business Solutions).
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4.7

Further

Observations

and

Comments

in

relation

to

Outsourcing Programs
As part of this study, the researcher explored with the interviewees other views,
observations and any additional commentary in relation to their experience and
knowledge of the outsourcing industry. All of the interviewees provided additional
observations and comments and each of the executives had a different perspective on
their organisation’s outsourcing activity:
Outsourcing can be a major cultural shift, it is a ‘leap of faith', for example,
Microsoft, once they made the decision to outsource they totally dismantled
their internal organisation and put their full confidence behind the outsource
provider, moving from multiple suppliers to a single source supplier.

This

was a huge cultural shock for some employees within Microsoft. They went
from a production facility' to an operational management facility. You need to
build up the confidence of your people to manage the provider and not micro
manage the relationship
(Pat Keohane, Former CEO, Banta Global Turnkey, Cork).
Joe Gantly, one of the senior executives interviewed in this study, concurred with the
above statement and also considered the organisational ‘mind set’ by which an
organisation approaches its outsourcing program is very important:

An organisation needs to outsource the manual/physical aspect of their
operation hut retain the knowledge, skill-set, core competencies and
intellectual property.

There is a desire to outsource all elements of the

process/product, hut you must really understand the importance of propriety
information versus non-propriety information and how it impacts your
organisation
(Joe Gantly, Former Vice President, Apple Computers, Cork).

Bill O’Connell, one of the senior executives interviewed, commented on the level of
success and continued improvements an organisation can have with their outsourcing
program:
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V^Je've a number of components outsourced within our Supply Chain and each
component has had a varying degree of success. Some providers are more
dynamic than others from a quality or continuous improvement perspective.
Some of the improvements depend on the function or operation being
performed and other improvements or lack of improvement is due to the
provider's infrastructure. In the case of the latter, we would work to improve
the provider's performance and should we not be successful, we would have to
pursue an alternative supplier
(Bill O Connell, Senior Material Director, EMC, Cork).

Another executive stressed the importance of the customer when pursuing an
outsourcing arrangement and that any outsourcing activity should consider the
following:

When looking at an outsourcing arrangement and the potential opportunities
from the arrangement an organisation should always put the customer first.
You need to focus on three key elements of the outsourcing arrangement;
customer, cost and fle.xibility
(Company C, CEO, Service Industry, Cork).

A view expressed by Don Cahalane, one of the senior executives interviewed in this
study, suggested that the skill set required to manage the outsource provider is critical
to the success of the outsourcing program:

The skill set required for managing the outsource provider is often very
different to the skills which a manager would use in the internal organisation.
For example, an Information Technology Manager may be technically very
strong, hut may not have a strong set of skills to manage a 3'^^ party supplier
(Don Cahalane, Financial Controller & Business Consultant).

Mike Harmon, one of the executives interviewed in this study, commented on the area
of interdepartmental planning and processes. This executive stressed the need for
involvement from all departments and business process owners:
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Outsourcing of a single process in isolation can lead to many problems and
loss of any initial perceived benefits. Planning of outsourcing arrangements
need to include comprehensive planning and impact assessment on all process
touch points. All departments, and business process owners, impacted by an
outsourcing program need to be fully involved in the change management
process
(Mike Harmon, Supply Chain Management Consultant).

Another senior executive interviewed concurred with this view and highlighted the
need

for

robust

and

rigorous

interdepartmental

communications.

Good

communications are a key requirement for an organisation and for the management
team, they need to fully understand and articulate their cun’ent revenue growth path,
their future revenue growth path and any acquisition plans in order to implement a
successful outsourcing program:

Some managers think that outsourcing a process or product can be
implemented immediately but they don't fully understand what is involved in
an efficient process or an efficient business model.

In reality, an

organisations business model is changing all the time and very often the
business doesn 't even realise the significance of the change or changes
(Company Y, Manager of Information Technology Services).

This executive also considered an organisation’s core competencies and what impact
these competencies could have on an outsourcing program. Again, this interviewee
stressed the need for a positive relationship between functions and departments:

Having most of your core competency in-house gives you greater flexibility
from a developmental perspective. A very good case study involved the Kodak
Company who brought a lot of their outsourcing activity hack into the
organisation when they found that they had lost core competencies and the
understanding of the business process's between functions and departments

(Company Y, Manager of Information Technology Services).
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A final comment from this executive in relation to outsourcing programs considers the
impact of single outsource providers and the potential impact for an organisation:

Outsourcing should only he considered when the external environment has a
number of outsource providers who are all capable of providing the product
or service.

When an organisation is down to one outsource provide, who

becomes the specialist and who has to learn your trade and business model,
that is when the organisation is on dangerous ground
(Company Y, Manager of Information Technology Services).

A number of the interviewees (50%) commented on the area of cost control and cost
management and specifically in relation to partnership agreements or arrangements
with the outsource provider:
'Nickel and Diming' or 'Penny Pinching' on costs by either party does not
achieve the optimum solution for a successful outsource arrangement. The
best long-term results are achieved when a partnership approach is
implemented based on mutual trust and support from both parties
(Seamus Beausang, Former Finance Vice President, Banta Global Turnkey).

4.8

Summary

This Chapter outlined the views and responses of ten senior executives involved in the
outsourcing industry.

The comprehensive views provided from the executives

represent a wealth of experience and expertise in outsourcing practices.

Chapter 5 offers conclusions on these views and findings and compares them with the
literature as documented in Chapter 2.
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CHAPTER 5
REVIEW OF MAIN FINDINGS AND CONCLUSIONS
5.0

Introduction

This study is an assessment of the impact, in terms of effectiveness, of outsourcing
programs currently being undertaken by a number of companies located in Ireland.
The companies consulted in the research consist of ten multinational organisations,
which were personally known to the researcher. The study examined the benefits of
outsourcing experienced by the companies and related issues arising from their
experience. Underpinning this study is the analysis of the perceptions of ten people
whose professional remit allows them to speak with authority on these subjects.
Among the professionals consulted were key senior executives, including financial,
purchasing and supply chain managers.
As a result, the study provides an insight into outsourcing programs, which draws on
the perceptions of well-informed and experienced practitioners in this area across
different company backgrounds. The analysis and conclusions that follow are based
on the data generated from the author’s field research in conjunction with relevant
literature on outsourcing.

5.1

Review of Main Findings

A number of key benefits were identified from the examination of the practitioners
interviewed.

The interviewees also highlighted issues and banders that impacted on

the effectiveness of their organisations’ outsourcing programs.

Another very

important finding focused on additional views and observations expressed by the
interviewees on the topic of outsourcing.

5.1.1

The Benefits of Outsourcing
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A new and interesting finding from this study indicates that although 100 percent of
the interviewees stressed the need for “cost effectiveness within their organisations,
particularly in relation to the current Irish economic climate, it is not identified as the
primary motivating factor for an organisation to undertake an outsourcing program”
(4:41).

This is an interesting consideration given that Goldsmith (2003), Dillane

(2004) and Sullivan (2008) all considered that the potential financial benefits to be
derived from an outsourcing arrangement appear to be its main driver and rationale.
Monczka et ciL, (2004), also concluded cost reduction as the primary benefit of an
outsourcing initiative whereas the current study has found that “outsourcing is
doomed not to succeed if it is driven purely from a cost perspective” (Chapter 4:42).
This supports the views of Weakland and Tompowsky (2006) and Deloitte (2008)
who indicated that organisations who think of outsourcing as a tactical exercise and
focus on meeting short term goals do not benefit from the potential opportunities of a
long-term productive relationship.

This study illustrates the strategic long-term

impact of an outsourcing arrangement and that “cost savings and cost reductions
certainly play a substantial role in outsourcing programs, but these benefits were
deemed to be short term and did not yield long term results for the organisation ”
(4:42). Rasheed and Gilley (2005) suggest that the decision to outsource must be
driven by strategic considerations and not by the motivation for short-term cost
savings.

An interesting finding from this study considers the organisation’s decision-making
process and the ability of the organisation to provide strategic direction for an
outsourcing program “the outsourcing program needs to be broader and more strategic
in terms of the decision making process” (4:42). This is supported by Carter (2007)
who considered the success or failure of an outsourcing arrangement depends on the
organisation’s decision-making process, its organisational perspective and strategic
intention.

Schniederjans et al, (2005) identified five key benefits that could be realised from an
outsourcing arrangement but a significant finding from this study has found that a
major benefit to organisations is the ability that allows them the capacity to grow the
organisation’s current business model by more effective utilization of the current
resources “by freeing up manufacturing space we were able to convert this space into
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much needed office space, which then allowed us move into value-add activities”
(4:46). This finding is supported and reinforced by another interviewee “by
outsourcing, we were able to free up management resources. These resources could
then be utilized and redeployed to grow and expand our current and future business
models” (4:46).
Another interesting finding from this research suggests “getting close or closer to the
supplier and the customer base is a key driver and a strategic imperative” (4:43). This
supports the view of Ventoro (2004) who concluded that time to market and market
penetration are additional benefits an organisation can achieve through their
outsourcing program.
5.1.2

Where the Benefits realised?

A very important element of this study has found that, although 100 percent of the
interviewed organisations did realise some benefits from their outsourcing
arrangements, the level of benefits experienced differed from company to company
and from department to department “we realised some of the benefits but not all of the
benefits” (4:48). This study finds that the articulation and tracking of benefits in
context to the issue of whether benefits were realised or not was a concern addressed
by 80 percent of the interviewees “one of the reasons why companies fail to realise
benefits or struggle to realise benefits is because they sit down and look at their own
supply chain, tick the boxes for compliance and then move the process to the outside
provider” (4: 49).
A further interesting and perhaps surprising finding from this study revealed that
some organisations do not actively manage the outsourcing process nor track the
benefits.

The outsourcing process is mainly ignored once the policy decision to

outsource has been made “many companies don’t really track the outsourcing process,
they do the justification to outsource but no one really puts their head above the sand
to indicate whether they have realised the benefits or not” (4:47). Deloitte (2008)
suggested that it could be tempting to think that the signing of the outsourcing
contract is the culmination of the outsourcing process.

In reality, effective

performance management is the crowning component of a successful outsourcing
initiative.

Another new finding from this study suggests that companies should

“focus on the integration of joint processes and have the ability to maximise hidden or
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undocumented outsourcing benefits” (4:48). This is one of the major reasons why
companies fail to realise or maximise the full potential of an outsourcing arrangement.
In the broader literature, Craig and Willmott (2003) reported that up to 50 percent of
outsourcing aiTangements fail to deliver the expected value of the outsourcing
contract. Craig and Willmott (2003), also suggest that the main reasons behind this
failure rate is that companies overestimate the economic benefits of the outsourcing
contract and fail to establish the right baseline for tracking performance. This view is
supported by Ventoro (2004), who stated that most companies fail to achieve their
objectives or realise the full benefits of an outsourcing program because they fail to
implement a measurement/performance-tracking program and also get compounded
by distractions along the way.

5.1.3

Issues/Barriers to Achieving the Outsourcing Benefits

This study highlights a number of key issues and barriers in achieving outsourcing
benefits. A very interesting finding from the research found that 70 percent of the
companies interviewed were not satisfied with their outsourcing arrangement.
Another interesting finding concluded that 50 percent of the interviewees had
concerns about the lack of knowledge and experience within their organisations to
effectively manage an outsourcing arrangement. The consequences of not having
enough knowledge and experience led to performance issues with the outsourcing
an'angement “we did not have the supply chain management expertise and this was
compounded by insufficient review mechanisms built into the process” (4:49).
According to Bettis (1992) and Slywotsky (1998), understanding the supply chain and
the drivers for change are central to a successful outsourcing strategy.

Another finding which supports the above statement considered the issue of the
management capability within their organisation “when a company decides to
outsource they need to have the experience and the correct skill set to effectively
manage the outsource provider” (4:49). Benson and Standing (2005) concluded that
60 percent of companies that considered outsourcing did not proceed with the
outsourcing program due to the management capability within their organisation.

This study noted further baiTiers and issues in achieving a successful outsourcing
program.

These included two interesting and perhaps surprising findings, which
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focus on cultural differences and communications between the two organisations (the
buying organisation and the outsource provider). The cultural difference can be a
“substantive issue” and “you must understand the mindset of the outsource provider,
the environment they operate in and any cultural differences” (4:54).

A further

finding focused on communications both within the organisation and with the
outsource provider “the organisation has to learn to communicate with the outsource
provider, they have to learn each other’s language. If you don’t communicate the
benefits of the outsourcing arrangement, the impact and consequences from within the
organisation can have a negative impact on the long-term success of the outsourcing
aiTangement” (4:51). Another new and interesting finding which impacted on the
success of the outsourcing program centred on the outsourcing selection process and
the issues associated with a poor relationship “it is very much a function of selection,
engagement and how you manage your business relationship with the outsource
provider” (4:50). Allen et ciL, (2001) concluded that the loss of control, at any stage
of the outsourcing process, is a disadvantage that can permeate and link to all issues
and barriers, this can ultimately impact the outsourcing aiTangement.
5.1.4

Contract Negotiation/Renegotiation

According to Gartner (2006), it is extremely difficult to outsource to the letter of the
contractual service from the start of the project. Gartner (2006) further suggested that
an organisation must take a long-term view of the outsourcing process and the
activities that will need to be supported and managed over the lifetime of the project.
This study identified that 100 percent of the interviewees did get additional benefits
during the lifetime of the contract but not necessarily at contract renegotiation.
Deloitte (2008) argued that negotiation of the contract is a pivotal point in the
outsourcing process.
An interesting finding from this study indicates that some additional benefits came
through the formal contract process but other benefits came through the informal
process. The informal process was described as enhanced communications between
the buyer and the provider and increased product/process knowledge due to combined
experience.

50 percent of the interviewees suggested that proactive engagement

between both parties contributed to greater awareness and involvement, thereby
contributing to enhanced benefits for both parities. The study also found that 50
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percent of the interviewees suggested a rigid contract with detailed specifications was
the basis for any renegotiation. This is in contrast to Deloitte (2008) who argued that
the contract process should have a certain amount of flexibility built into it. A further
finding from this study suggests that 10 percent of the interviewees considered using
the contract renegotiation to drive year on year cost reductions in return for continued
business growth, this acclaimed benefit was not evident with the other interviewees.
An interesting but significant finding from the study suggests that three elements
should be considered during contract renegotiation. Firstly, is the organisation getting
all the benefits defined in the original contract, secondly, has the organisation
dismantled any duplicate effort or resources and thirdly, is the organisation getting
additional knowledge or intelligence from the provider “these elements should be a
key feature of any renegotiation process” (4:53).

This finding is supported by

Deloitte (2008) who suggested that only 37 percent of organisations have actually
used a business case assessment to validate their outsourcing initiative.

Another

interesting but significant finding suggested that the contract should focus on the total
cost and not the unit cost, “the unit cost is less important versus the total cost and the
total cost requires the provider to allow for contingencies and increased product or
process Oexibility.

These are all critical and crucial elements to support an

organisation and ultimately its customer base” (4:53).

5.1.5

Further Observations and Comments in relation to Outsourcing
Programs

A very important part of the study, which the researcher explored with the
interviewees, was their views, observations and commentary in relation to their
experience and knowledge of the outsourcing industry as this information would
provide a platform for future research on this topic. 100 percent of the interviewees
provided additional views; the researcher has selected a number of interesting and
significant comments.

One of the interviewees suggested that outsourcing is a major cultural shift for an
organisation “it is a leap of faith and you need to build up the confidence of your
people to manage and not micro manage the relationship” (4:54). Another of the
interviewees concurred with the above finding but also suggested that the ‘mind set’
by which an organisation approaches its outsourcing program is extremely important
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“you need to outsource the manual/physical aspects of the operation but retain the
knowledge, skill-set, core competencies and intellectual property.

You are

outsourcing the ‘brawn’ but not the ‘brain’ element of your process” (4:52).

A

significant comment in relation to outsourcing programs considers the impact to the
customer “when looking at an outsourcing arrangement and the potential
opportunities from that arrangement, an organisation should always put the customer
first. You need to focus on three key elements; customer, cost and flexibility” (4:55).
A final comment focused on the cost element and how it can be viewed if it is
considered as a low cost alternative, “nickel and diming or penny pinching on costs
by either party does not achieve the optimum solution for a successful outsource
aiTangement. The best long-term results are achieved when a partnership approach is
implemented based on mutual trust and support from both parties (4:57). This view is
supported by Deloitte (2008) who suggested that companies that truncate the process
and continue to focus primarily on cost are destined to miss out on long-term
opportunities.

The Outsourcing Institute (2006) took the perspective that an

outsourcing arrangement involves a high degree of commitment, trust and integration
and it is more than simply procuring supplies from an outside vendor.

5.2

Recommendations for future research on the subject matter of
outsourcing

As indicated in this study, much research has been undertaken on the topic of
outsourcing with a specific focus on the benefits and the barriers. The researcher
recommends the following areas for research based on the findings and analysis as
outlined in this study.
> Are the drivers/benefits as identified in this study the same drivers that
organisations are looking for in a economic decline, or is there a stronger
emphasis on cost reduction and savings
> Can organisations afford to put additional resources into building up the
relationship with the outsource providers in order to have a long-term
sustainable relationship. What are the additional advantages or /disadvantages
for both parties.
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Another topic that would merit some further research:

> Does

the

organisation

truly

dismantle

excess

resources

once

the

process/product has been outsourced, for example, does it dismantle its
purchasing or vendor engineering structures and completely leverage the
outsource providers infrastructure. Or does the organisation continue to build
up additional resources in order to manage the outsource provider.

5.3

Recommendations for future research

The researcher recommends the following topics for future research
> Performance Tracking and Measurement of Outsourcing Programs. This is
highly significant for the indigenous sector in Ireland due to the current
economic climate and also based on some cuiTent high profile outsourcing
decisions (Aer Lingus, Dell). Do they differ from department to department,
for example, does the Finance Department view performance differently from
the Operations Department or Purchasing Department?

Other interesting areas of research could be undertaken in:
> Companies that had only outsourced there manufacturing operations, have
they increased their outsourcing activities in other areas, example, accounts
payable, customer service due to the economic downturn here in Ireland. This
research could have a particular focus on the indigenous sector here in Ireland
versus the multi-national sector.
> Customer Impact, have organisations been impacted by customer service
delivery issues due to outsourcing.

If so, how have they corrected the

situation, for example, did they have to move to a different supplier or did it
cost more money for an improved service?
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> Core Competencies, for those companies and organisations that have
outsourced, did they lose any of their core competencies, if so, can they
describe the impact to their business model?

More general research on outsourcing strategies could benefit from an opportunitycost study analysis, for example, in looking at outsourcing in terms of how resources
were utilized or deployed. This study could focus on how the excess resources were
utilized and what was the impact to the organisation? Were they made redundant, or
did up skilling take place, was there a reinvention of the process, or did the manager’s
role change? These are all key questions, which will impact on an organisation’s
competitiveness moving forward.

5.4

Conclusions

As discussed in this study, outsourcing is not a new phenomenon; it has been
documented since the 1980’s (Johnson and Scholes: 1999). Since the late 1990’s, and
more recently in this decade, it has become an inherent part of organisational strategy
and a major component for competitive advantage (Deloitte Consulting, 2008). This
study contributes to the outsourcing debate which has not been widely researched in
Ireland to date and which potentially has severe implications for the indigenous sector
moving forward.

This study indicates from discussions with the experienced

interviewees that outsourcing is now considered a normal part of business life within
the multi-national sector.

This study focused on the impact of outsourcing on organisations; it has identified the
organisational benefits and the issues and barriers in achieving these benefits. This
study also focused on an extremely important part of the outsourcing process; contract
negotiation and the implications for an organisation and the outsource provider. This
study revealed important and significant concerns around performance tracking and
measurements of outsourcing programs, revealing that once the decision to outsource
has been made, in many cases organisations do not fully track the planned cost
savings and benefits, partly as the potential to generate data supporting a poor
decision might be revealed. This study found that “once the strategic decision is
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made to outsource, then the costs savings and reported benefits would be justified”
(4:47). This is a very important finding and is supported by Rasheed and Gilley
(2005) who see outsourcing as the fundamental decision to reject the internalisation of
an activity. Furthermore, this study highlighted ‘soft’ but very pertinent issues around
culture and communications, identifying that these ‘soft’ issues can play an extremely
important role and are an integral part of a successful outsourcing arrangement.

An outsourcing initiative should take into account the current and future possibilities
for the business. As companies assess how outsourcing can support their business
goals, they need to consider and align the strategies (Operational, Financial,
Marketing, Research and Development) around their value chain.

Finally, the

outsourcing initiative needs to be designed so that it does not undermine the
company’s strategic positioning.
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List of Interviewees
Name

Title

Date Interviewed

1.

Anne Nagle

Chief Executive Officer
Nagle Business Solutions

19 August 2008

2.

Bill O’Connell

Senior Materials Director
EMC, Cork

19 August 2008

3.

Bob Costelloe

Purchasing Manager
EMC, Cork

4 September 2008

4.

Don Cahalane

Financial Controller and
Business Consultant

20 July 2008

5.

Joe Gantly

Former Vice President
Apple Computers, Cork

12 August 2008

6.

Mike Harman

Supply Chain Management
Consultant

4 September 2008

7.

Pat Keohane

Former Chief Executive Officer
Banta Global Turnkey, Cork

12 August 2008

8.

Seamus Beausang

Former Finance Vice President
Banta Global Turnkey, Cork

12 August 2008

9.

Company X

Chief Executive Officer
Service Industry, Cork

20 July 2008

10.

Company Y

Manager
Information Technology
(FT.) Services

4 September 2008
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Interview Guidelines
Veronica Perdisatt, September 2008

Introduction
a) Thank participant for taking the time to meet with me.
b) Explain why I am doing the research (a) Academic.
c) Explain high level detail of the research study:
- Why do companies outsource, what are the benefits and issues?
d) Explain that I am interested in what they are thinking and feeling as we go
through the interview process.
e) Explain that I am interested in additional commentary as much as the detail of
the structured interview question.
0 Explain that the research study will be submitted to Cork Institute of
Technology and requested that should they want to remain anonymous that I
would honour this request.

Main
a) Your company cuiTently has an outsourcing arrangement, prior to the
commencement of the outsourcing contract, did your company identify key
benefits, if so, please describe them?
b) Has your company realised these benefits? Yes or No.
c) If the benefits have not been realised, can you please describe the issues or
barriers in achieving these benefits?
d) Have you renegotiated your outsourcing contract and if so, can you please
describe what elements you changed or what additional benefits did you
request from the outsource provider? Or what elements did the outsource
provider want to change?
e) Any other comments / observations or views in relation to outsourcing
programmes and especially in relation to the impact of outsourcing on your
company.

Closure
a) Thank the participant for their time and for the information they offered.
b) Ask them if it is appropriate to clarify any points at a later date (by telephone,
email or a short follow-up meeting).
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APPENDIX C
Pilot Interview
Veronica Perdisatt, April 2007

The researcher conducted a pilot interview with Professor Frank Barry in April 2007.
Professor Barry is the Professor of International Business and Development at Trinity
College, Dublin. Professor Barry has written and contributed to numerous articles
and has conducted research in the area of outsourcing.

The researcher used the pilot interview to discuss and explore the objectives of the
proposed study.

The researcher also used the pilot interview to ensure that the

questions presented generated the responses required to meet the research objectives.
The researcher thanked Professor BaiTy for his contribution and insight which helped
to focus the researcher on the study question.

